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Dear Applicant:

We have considered your application for oo o
described in section 501(c)(3) of the Internal Joov i Zoiin

me tax as an organization

The information submitted discloses thit = wese oo

- on
. The specific purpose of icle reads in part as follcws: "...
to establish and maintain a safe residential livi . ¢ =~ _ Ith developmental disabilities".

You amended your Articles of Incorporation ong Y.« order to comply with the provisions
necessary to mect the requirements as described under section 501 (©)@3) of the Internal Revenue Code.

You requested non-private operating foundation status as an organization described in sections
-309(@)(1) and 170()(1)(A)(vi) of the Internal Revenue Code.

The activitics of your organization according to your Form 1023 are to act as a supported living -
agency, to provide a residential program for people with developmental disabilities in a clean, safe, and
healthy environment, to promote the development and implemeatation of new techniques and progeam
approaches, to ensuce opportunities for positive change and persoral growth and development, cte. These
goals will be accomplished by providing 24 hours-dicect care staff.

FACTS:

The organization has developed an organization structure, admission policy and procedures, resident

nghts, resident termination, management of resident funds and posscssions, personne: policies and duties,
o .
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ln the organization’s 2dmission policy it considers the following individual characrenistics:

a. Age compatibility with other clients;

b. Developmentally disabled;

c. Meets the criteria of organization’s professional care agreements;

d. Exhibits no behavioral disorders, erraic actions which places himselt/herselt and/or other risk
of significant physical harm or abuse;,

e. Is judged to require long term care residential services as most appropriate and least restrictive
opho . : ‘ i

Determination will be made by the Board of Directors, Manager, and one direcr care st ff that the
organization can meet the clients needs. ' ’ .

Each resident wili have an individual service plan that addresses specific health needs. This includes
a nurse (RN) oversight through the Medicaid personal care. ‘

. . : _ . . A |
The home will accommodatediflients and a live-in caregiver. The house ha’:edrooms -.\nd‘ !

hathrooms.

The organization was developed because of a need for residential services For@@oung men with
developmenral disabilines. Thc-of these,young men decided they could develop a program that
was more cost-ctfective and provided better care for @ . d other developmentally disabled adults.
[n the process o f developing the organization, th@FPcame &cross a program through Y
that gave loans o people with disabilities to purchase homes through qualifying on ofnEnny |
would give each resident more stability, a placa in his local community, and pride of ownership. The
organization would manage and support the home.

Each resident is part owner of the property (like a co-operative) which allows him ta feel securs and
safe from being unnecessarily discharged trom the residence.

“The Board of Directors consists of 9 individuals, which includes cnch_“lns’
unrelated individuails.  Fach (g s an officer of the crganizaton.

The organization is tunded from (G et ) OIS M} GUSSSSU— N—
the daily rare ot per client. The organization estimated thar@% of the exp..ditures were for
wares and taxes and {4 tor administeative and related expenses. Fundzaising will be used to provide
additional recreat:onal needs, equipment, or repairs if the income is insutficient to cover expenses.

ISSUE:

Does the organization quality tor exempaon as an organization desenbed i secnion S01(0)(3) of the
Internal Revenue Code? -
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Section 501(c)(3) ot the Internal Revenue Code describes certain organizations exempt from
ncome tax under section 501(1) and rzads in part as follows:

"(3) Corporations, and any community chest, fund, or foundation orgamzed and operated
exclusively for religious, charitable; scientitic, testing tor public safety, literary or educational purposes, or
to toster national or international amateur sports competition (but only if no part of its activities involve
the provision of athletic facilities or equipment), no part of the net earnings of which inures to the benefit
ofany private shareholder or individual, no substantial part of the activities of which is carrying on
legislation, (except as otherwise provided in subsection (h), and which does not participate in, or intervene

in (including the publishing or distribution of statement), any political campaign on behalf of any
candidate tor public office.” :

Section 1.501(c)(3)-1(x)(1) of the Income Tax Regulations provides that in order to be exempt as
an organization described in section 501(c)(3), an organization must be both organized and operated
exclusively for one or more of the purposes specified in such sections. If any organization fails to meet
either the organizational test or the operational test, it is not exempt.

Section 1.501(c)(3)-1(b)(1)(i) of the Regulations provides that an organization is organized
exclusively for one or more exempt purposes only if its articles of organization (a) limit the purposes of
such organization to one or more exempt purposes; and (b) do not expressly empower the organization
to engage otherwise than an insubstantial part of its activities, in activities which in themselves are not in
turtherance of one or more exempt purposes.

Section 1.501(c)(3)-1(c)(1) of the Regulations provides that an organization will be regarded as
"operated exclusively” for one or more exempt purposes only if it engages primarily in activities which
accomplish one or more of such excmpt purposes sparified in section 501(c)(3). An organization will not
be s regarded if more than an insubstantial pact of its activities is not in furtherance of an exempt
purpose. g

Section 1L501(c)(3)-1(d)(ii) of the Regulations states that an organization is not organized or
operared exclusively for one ur more exempt purposes unless it serves a public rather than a private
interest. Thus, to meet the requirements, an organization must establish that 7z 1s noe organized or
operated for the benefit of private interest, such as designaced individuals, the creator or his
tamnily, shareholders of the organization, or persons controlled, directly or indirectly, by such
private interests.

In Presbyreoan & Refonr :d Publishing Co. v. C.LR., 79 T.C. 1070 (1982, *he Tax Court found that
the manner in which the organization conducted its activitics revealed a nonexempr commercial purpose
thar was substantial in nature. In making rthis determination, the court aoted thar wherhos an SrSinization
satisties the operational tesr is essentially a question of fact. The court noted that where a nonexempt
purpose is not an expressed goa! uf the organization, courts have nonetheless focussed on the manner in
which the organization conducts its activities, implicitly reasoning that - nd can be inferred from the
means chosen to arrain it. [f, for example, an organization's manage: it decision replicate those of
commercial enterprises, it is fair to infer that at least one purpose of iie organization is commercial.
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The Supreme Court stated in Betrer Business Bureau v. United States, 326 ULS. 279, 66 3. CT. 112,
90 L. ED. 67 "...the presence of a single [non charitable] purpose, if substantial in nature, will destroy the
exemption regardless of the number of importance or truly (charitable) purpuses.”

See hurch of Boston V. Commissioner, (1978) 71 T.C. 102; Colorado State Chiropractic Society
(1989) 93 T.C. 487; Ruer Lock Corporaton, (1959) 31 T.C. 1217; St. Lows Science Fiction Limited v,
Commissioner, T.C. Memo 1985-162 and Minnesota Kingsmen Chess Assocition Inc. v. Commissioner,
T.C. Memo 1983-495; all of these courr cases held that the presence ot a single non-exempt purpose and
a substantial non-501(c)(3) activity results in loss of exemption despite the presence of other exempt
purposes.

Revenue Ruling 67-5, 1967-1 CB 123, states that a foundation controlled by the crearor’s family
engaged in financial activities which arc beneficial to them is determined to operate for a substantial non-
exempt purpose and serving the pnv.\tc interests of the creator and his family. Therefore, the

organization is not entitled to exemption from Federal income tax under section 501(c)(3) ot the Internal
Revenue Code.

Revenue Ruling 69-175, 1969-1 CB 149, held that an orgmiznrion formed by parents of pupils
attending, a private school that provided school bus transportation for its members’ children served a
private rather than a public interest. Revenue Ruling 69-175 states, in pertinent part, as tollows: “When a

group of individuals associate to provide a cocperate services tor themselves, they are serving a private
intereses”,

ANALYSIS:

All of the preceding Code sections, Regulation sections, Revenue Rulings and court cases describe
the criteria under which an organization may be exempt under section 501(c)(3) of the Internal Revenue
Code. They also describe the basis For which organizations were denied exemption because they were not
organized and operated exclusively for section 501(c)(3) purposes, but tor the privare benefit of their
related tamily members.

Under section 301(c)(3) of the Code, orqunintions who are not npcrntcd exclusively for one of the
\p('uht_d purposes ot section 301(¢)(3) or orgnmz.ltu)n: whose sole purpose is providing pnv.\re benetir ro
its members or individuals are nor exempt under section 301(c)(3) ot the Code. Your urq\nu.mm\ s
activities serve private rather rhan public interests. The disbursement of the organization’s funds to pay

mmdu ated a private gain for G, 1hc
organization formed and operated as 4 cooperative or mutual bene tir for rhc~ The
selections of the recipients are NS This appears to be a privare interest and more than just an

mncwdenral activiry,

You have a substantial non-exempt purpose ot ;\ssisrinm and operate primanly o
serve the private interests of your (IR Y ou are not “operated exclusively” foran exempt
purpose pursuant to section 1.301(c)(3)-1(c)(1) of the Regulations. You did not satisty the Service that
‘you meet any of the exempr purposes as ¢ c\c.nh(_d under section 301(¢)(3) ot the Code.
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CONCLUSION;

"I'o be considered for tax exempt status under section 501(c)(3), an organization must be both
organized and operated exclusively for one or more of the purposes specified in that section. Also, its
activities must be restricted to those permitted a section 501(c)(3) organization.

It is the position of the Intemal Revenue Service, based on the information submutted, that you are :
not eatitled to exemption from Federal income tax as an organization described in section 501(c)(3) of the
Internal Revenue Code, inasmuch as you are not organized and operated exclusively for any of the
specified purposes within that scction. You are organized and operated exclusively for the private benefit -
of your members. :

If you are in agreement with this proposed determination, we request that you sign and retuen the
enclosed agreement Form 6018. Please note the instructions for signing on the reverse side of the form.

If you disagree with this proposed determination, we recommead that you request a hearing with our !
office of Regional Director of Appeals. Your request for a hearing should include a written appeal giving
the facts, law, and any other information to support your position, as explained in the enclosed Publication
892. You will then be coatacted to arrange a date for a hearing. The hearing may be held at the office of
Regional Director of Appeals or, if you request, at a mutually convenient District Office. A self-addressed
envelope is enclosed.

If we do not hear from you within 30 days from the date of this letter, and you do not protest this
proposed determination in a timely manner, it will be considezed by the Internal Revenue Service as a
failuce to exhaust available administrative remedies and will then become our final determination.

Section 7428(b)(2) of the latemnal Revenue Code provides in part that "declaratory judgement of
decree under this section shall not be issued in any proceeding unless the Tax Court, the Clams Court, ot
the district court of the United States for the District of Columbia determines that the organizaticn
involved has exhausted administrative remedies available to it within the Internal Revenue Service.”

If you have any questions, please contact the person whose name and telephone number is shown in
the heading of this letter.

Sincercly your,

Steven 1. Miller
L . ‘ Director, Exempt Organizations

Enclosures:
Form 6018 .
Publication 892
Nouce 1214 ‘
envelope
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Departaent of the Treasury-Internal Revenue Service ! Prepare In
CONSENT TO PROPOSED ADVERSE ACTION ' Dupl’:ate
‘ (ALl refereaces are to the laternal Reveaue Code) I
i ’ " K '
ig;;auxulber I Oate of Latest Deteraination Letter
Ay !
iEaployer Ideatification Nuaber ' Date of Proposed Adverse Action Letter

dress of Orqanization

o1 coaseat to the proposed adverse action relative to the above organization as showa by the box(es) check below, I
-understand that if Section 7428, Declaratory Judgeseats Relating to Status and Classification of Orqanizations uader Section 501(c)
¢(3), etc. applies, I have the right to protest the proposed adverse actioa.

NATURE OF ADVERSE ACTIOX

« [X] Denial of exenptxpn

*[ ] Revocation of exeaption, effective

; { ] Modification of exempt status froa section 501(c)() to 501(c)(), effective

© [ ) Classitication as a private foundatioa (section 509(a)), effective

\ ——

- [ ] Classification as a ooa-operation foundation (section 4942{j)(3)), effective

[ ] Classification as an organization described in section 509(a)(}, effective

o [ ] Classitication as an orqanization described in section 170(b)(1)(A)(), effective

. Lf you agree to the adverse action shoun above, please siqn aad retura this cemsent. -You should keep a copy for you. records
{1f you sign this conseat before you have exhausted your adaimistrative appeal rights, you may lose your rights to a declaratory
i judgaent under section 7428,

.
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(Signature instructions are on tha back of this form.)

RN R

K Naze of Orqanization

Y

)

:§iqnature and ritie Date

ignature aed Title ' : ‘ Date

Form 6018 (Rev. 3-81)




